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Finance and Welfare

e Welfare Effects of Finance?

e Intertemporal consumption smoothing (Jappelli and Pistaferri

2011; Gertler, Levine, and Moretti 2009)
e Education (Levine and Rubinstein 2013; Shu 2013)

e Growth in financial industry and economic output (Philippon
and Reshef 2013)

e Today: Access to credit can have a large welfare effect, namely in
family outcomes.

The Effect of Access to Credit on Family Structure



Access to Credit and Fertility Outcomes

e The credit supply shock in the beginning of the 2000s is associated
with a large increase in home transactions and
homeownership.

e Transition from renting to homeownership is associated with an
increase in fertility decisions, arguably because of an increase in access

to space (Felson and Solaun 1975; Kulu and Vikat 2007).

Space is likely to be a strong complement to children.
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Did access to credit affect households’ fertility decisions?
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Motivation: Times Series Evidence

Total number of US births exhibits an uptrend between 1997 and 2007, and
aggregate U.S. Fertility rate exhibits an uptrend between 2000 and 2007.
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Motivation: Cross-section Evidence

The county cross-sectional correlation suggests that the increase in
mortgage credit might have led to an increase in fertility rates between

2000 and 2006.
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Mechanism: Housing Channels

e House wealth channel: Growth in houses prices creates a wealth effect

for homeowners and negative effect for renters. (Dettling and Kearney
2014)

e New construction channel: It affects the supply of homes, which
creates access to space at a better price.

e Reallocation channel: Relaxation of credit standards allows credit
constrained households to purchase larger homes or become first-time
homeowners.
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Mechanism: Reallocation and Access to Space

The Smiths
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Mechanism: Reallocation and Access to Space
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Mechanism: Reallocation and Access to Space

e The transaction between the Smiths and Linda exemplifies the
reallocation mechanism.

e The novel instrument that I introduce in this paper is roughly defined
by the fraction of Lindas who live in a given zip code.

e The reasons why Linda wants to exit her house are the
sources of variation of the instrument. I will discuss the validity of the
instrument in a few slides.
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